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Is "Everyone" Better Off Under Ricardian Trade? 

There seemed to be clear-cut benefits from trade in the one-factor Ricardian model when we considered the 
“welfare” of each country as a whole. But countries are in fact composed of individuals. Can we say that every 
individual in the U.S. and the U.K. was better off after trade opened up? 

In the one-factor case, the country is composed essentially of workers who earn wages. Thus, what we are 
really asking is whether real wages (the purchasing power of wages) rose. As it turns out, we can at least say in the 
Ricardian, one-factor case that no one is worse off and most people are better off. Since no one is worse off, we can 
legitimately say that the country as a whole gained. 1 

Consider the U.K. Before trade, the wage was 2 bu. of wheat or 8 yds. of cloth. After trade, the wage was 8 
yds. of cloth or 4 bu. of wheat, at the terms of trade determined on p. 10.12. So a worker who loved wheat 
exclusively, or who liked to consume some wheat and some cloth, was better off. An hour expended could buy as 
much cloth as before trade began and more wheat. And a cloth-loving worker (someone who consumed and enjoyed 
cloth only) was at least not worse off. 

In the U.S., we have a similar impact of trade. Before trade, the American wage was equivalent to 6 bu. of 
wheat or 10 yds. of cloth. After trade opens up, the wage is equivalent to 6 bu. of wheat or 12 yds. of cloth. So any 
worker who consumed wheat and cloth (or just cloth) would have been made better off by trade. Only a wheat- 
loving worker would be no better off. 

The table below sums up the results: 



U.K. 

U.S. 

Before Trade 

After Trade 

Before Trade 

After Trade 

Wage expressed in 
wheat (bu.) 

2 

.5x8=4 

6 

6 

Wage expressed in 
cloth (yds.) 

8 

8 

10 

6/.5=12 


The result (no one can be worse off; most are better off) follows from the one -factor assumption. As soon 
as we have more than one factor, so relative income distribution can change, the simple idea that the welfare of 
country as a whole can be determined breaks down. In the next section, we begin development of the two -factor 
(labor and capital) model. See also section 25. 


1 This case is an example of what economists call a “Pareto” optimum (after Vilfredo Pareto [1848-1923]). Note 
that in the real world it is rare to find examples of major changes that produce no losers and only winners. 



